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About the Company 


The cover of this year’s annual report depicts 
virtually every major facet of Cook United’s 
wholesale and retail operations. 

It involves fleets of trucks, on the road day and 
night, delivering for our wholesale distribution 
companies a variety of consumer needs 
to hundreds of mass merchandisers 
in 33 states east of the Mississippi River, 
including our own 77 discount 
department stores. 

Behind the scenes, scores of skilled employees 
work diligently, sometimes around the clock, 
to make it all happen. They’re in our huge 
distribution centers, putting merchandise into 
inventory in one instance, filling customer 
orders in another. Still others apply their 
diverse and unique skills in our electronic data 
processing systems department, bringing a new 
dimension of technology, efficiency and 
expertise to the total corporate effort. 

Cook United is a “people” business in the 
strictest sense. Millions of American families 
are affected every day by the broad spectrum 
of Cook United’s activities in the vast mass 
merchandising industry. 

It means that effective communications are 
vital to our success, whether it be by 
conventional means or word-of-mouth, if we 
are to take the Cook United story into every 
home in every city where we 
do business. 

Communications can take many forms. In the 
glare of the public eye, first impressions are 
important. From the outside, we want our 
stores to say, “Come on in, the shopping is 
fun!” That’s why we are devoting time, effort 
and expense to upgrade all 77 stores in our 
Retail Division, inside and out. The inevitable 
result allows us to communicate to our 
customers, quietly but forcefully, that shopping 
at a Cook United store is a unique experience. 

Programs underway will, when completed, 
even more effectively communicate to our 
customers that their everyday requirements 
can best be fulfilled at a Cook United discount 
department store, whether it be in traditional 
hardlines where we have earned a most 
enviable reputation, or in fashions with a 
contemporary flair. They will serve to 
demonstrate, as never before, that there’s 
something for everyone at a Cook United retail 
store, regardless of age or income level. 



















Highlights 
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1976 

Sales. $405,642,000 

Net Income (Loss). $ 6,108,000 

Per Share Income (Loss) . . $ 1.14 

Working Capital. $ 64,000,000 

Shareholders’ Equity. $ 71,362,000 

Book Value Per Share. $ 13.41 

Common Shares Outstanding . . 5,216,477 


*1974 and 1975 shares outstanding have been restated 
for 6% stock dividends in 1975 and 1976. 


1975 

$400,379,000 
$ 1,565,000 

$ .29 

$ 60,361,000 
$ 65,359,000 
$ 12.99 

*5,216,477 


1974 

$431,703,000 
$ (22,064,000) 
$ (4.24) 

$ 53,457,000 
$ 63,857,000 
$ 12.68 
*5,216,477 
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Message to the Shareholders 


March 23, 1977 



I am most happy to report that your company 
recorded significant gains in net income and 
earnings per share in 1976. 

Net income increased to $6.1 million on sales 
of $405 million compared to 1975 profits of 
$1.6 million on sales of $400 million. Earnings 
per share in 1976 were $1.14 compared to $.29 
per share a year earlier. These results mean 
greater liquidity and a much stronger financial 
position for your company. Moreover, they give 
credence to the optimism we have continued 
to express during the year. Specific financial 
results are provided elsewhere in this report. 

Our optimism must not be interpreted as 
over-confidence. Most assuredly, we are 
pleased with last year’s performance because 
it provides concrete evidence that the 
management goals and philosophies to which 
we so rigidly adhered are “on track.” 

However, we wish to point out that we view 
the favorable results only as an accounting 
milestone on the road to our ultimate goals. 

We feel comfortable with the benchmark we 
have achieved to date with full realization of 
how much has yet to be done as we move with 
confidence and assurance toward the 
fulfillment of our long range plans. 

Review Of Goals — Because these goals have 
played such a key role in our performance 
during the past two years, it is appropriate to 
review them because they will continue to be 
the pattern for future courses of action which 
will affect the vitality and viability of 
your company. 

First, it was acknowledged that we had to 
capitalize on our existing assets if the company 
was to be returned to a respectable level of 
profitability. These assets include the 
fundamental physical facilities; new, 
professionally trained people coupled with 
experienced veterans to form a team capable 
of making the necessary decisions; and the 
retail and wholesale acceptance in many major 
market areas that is required to succeed in a 
highly competitive business. It simply meant a 
renewed commitment that we would do more 
of the things we do best, but that we would do 
them better. 

In addition, it meant that improvement was 
needed in our systems and controls to support 
our multi-division, geographically dispersed 
company. One of the goals we set for ourself 
was to provide our operating personnel with 
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the best possible tools with which to effectively 
run their businesses. 

Finally, it meant that a collective sense of 
confidence in management’s efforts had to be 
instilled in our employees, shareholders, 
customers and suppliers. 

As I said a year ago, we have met the major 
objectives of the first phase of our long-range 
program. We have identified our problems, we 
have met them head-on, and we have made 
considerable progress in effecting their 
solutions. A significantly stronger balance 
sheet is one of the results of this effort. 

In 1977, we will continue with our proven 
formula. There will be no dramatic expansion 
moves in an attempt to enhance profitability 
because we think there is a greater opportunity 
for profitability at the present time by 
continuing to make more productive the assets 
we already own. We are focusing on increasing 
our profits rather than expending our energies 
and resources on increasing sales from 
expansion which might not necessarily lead 
to improved profits. 

Our Corporate Mission — Cook United’s 
corporate mission is one of creating a cohesive 
organization of distinct, but complementary 
businesses. Each will be unified under a 
common merchandising and management 
philosophy, and complement the other in terms 
of product, service, operations, and growth 
characteristics. Each business will present to 
its customers a total offering of products and 
services so there is a clear image of the 
corporate merchandising and operating 
philosophy. 

Cook United’s growth philosophy is simple and 
straightforward. Our primary strategic priority 
is to enhance our current market positions. 
Expansion is not a priority until our operating 
systems, procedures and personnel can sustain 
profitable growth. This means that profit is the 
primary criteria for determining a growth pattern. 

We have unqualified faith and confidence in the 
future of the discount department store 
business. It is a business that will continue to 
flourish because it provides millions of 
American families with genuine values, and 
because its stores are strategically located in 
dense population centers with good accessibility. 
The Cook United discount department stores 
most certainly meet those criteria. 


In line with industry growth trends, Cook 
United is actively pursuing a policy of 
renovating existing units to keep pace with 
our own, as well as our competitors’, new 
stores by maintaining viable, attractive older 
units that continue to fulfill a vital customer 
need. At the same time, we are continuing 
to build on our already-established position of 
leadership as wholesale distributors. More 
about these activities and programs will be 
found in subsequent sections of this report. 

We have charted a course of action which will 
encourage steady and profitable growth for 
your company. Our policy will be conservative 
in nature, yet flexible enough to allow us 
to respond quickly and decisively to 
general business trends. 

A Look Ahead —We have every reason to 
believe that 1977 will be a good business year 
for our industry in general, and for Cook 
United in particular. However, your manage¬ 
ment is cognizant of the challenges posed 
by the years immediately ahead. 

We are obligated to demonstrate to our 
shareholders that the company’s management 
is poised and positioned better than ever 
before to prudently manage those assets we 
have which will take us to the long-term 
objectives we shall all strive to achieve. 

The successful 1976 results are a milestone to 
be shared by many people, people who have 
had faith in what we were working to 
accomplish during a most difficult period in 
our corporate history. To all of them — our 
Board of Directors, our more than 8,000 
employees, our suppliers, our banks, our 
customers and, most certainly, our share¬ 
holders— we express our sincere appreciation 
for their continuing support. 

I am convinced that they now have a much 
better understanding of the hard decisions that 
had to be made and, not surprisingly, have 
demonstrated their unified support of 
management at virtually every turn. 



Martin M. Lewis 

President and Chief Executive Officer 













Operating Review 


Retail Division 

The contributions of Cook United’s Retail 
Division to 1976 sales and profits emphasize 
what we have known for a long time — 
that your company is built on a strong 
foundation with the inherent strength, 

flexibility and depth of 
management that is so 
necessary for long¬ 
term growth. 

Today, the 77 Uncle 
Bill’s, Ontario, Cooks, 
Clarks, and Consoli¬ 
dated Sales discount 
stores in the Retail 
Division are positioned 
better than ever before 
to capitalize on new 
and exciting opportunities which will take 
them to even greater levels of achievement. 

The primary business of the stores in the 
Retail Division is in merchandising conven¬ 
ience goods and commodity items — the 
kinds of hardlines items millions of people 
need and use every day — items which must, 
in most instances, be frequently replenished. 
And as mass merchandisers, we have a 
commitment to merchandise that sells 
in volume. 



“Super” hardlines presentation 
is a Cook United strength. 

Our customers know Cook United to be 
exceptionally strong in hardlines and with 


good reason. We have earned an enviable 
reputation for being a “super” hardlines 
operation. We’re proud of that reputation, 
and we intend to exploit it to the fullest. 

It should be noted, however, that we want 
our customers to recognize us for what we 
really offer — a diversified mix of 
merchandise. To that end, we are now 
putting greater emphasis on softlines, 
commodity items that supplement our hard¬ 
lines strength. It’s a part of our desire to 
communicate to our customers that Cook 
United can supply the largest assortment of 
everyday, brand name items at the 
very best prices. 



Organized end-caps stimulate impluse buying. 

Because brand names are as equally 
important as quality, price and selection, 
we carry less private label merchandise than 
other chains our size. It’s a trend that will 
continue because brand names are a strong 
part of our total merchandising thrust in 
both hard and soft lines. In the end, our 
customers can more readily identify the 
genuine values we offer, not just during 



Edward Karp 

Vice President-Retailing 
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special sale events, but every day of 
the week. 

We want to convey to our customers that 
“there’s something for everyone” at Cook 
United stores, so we don’t want to appeal to 
a limited segment of the population by age 
or income group. Everyone is a potential 
Cook United customer, and we’re gearing 
our entire operation and merchandising 
philosophy to that end. 

We will do a better job of carrying 
merchandise that is in the greatest demand 
by all income levels and age groups. Our 
marketing approach is, and will continue to 
be aimed at the heterogeneous customer. 

We want to build and maintain a true 
household shopping experience for all 
Cook United customers. 

As stated earlier, we will continue to 
emphasize quality and low prices. But 



Typical sporting goods department emphasizes strong 
merchandising and good housekeeping standards. 

quality, in this instance, also means mer¬ 
chandise presentation, store housekeeping 
standards, personnel and advertising, 
subjects which will be reviewed later. 

We are committed to a low expense 
structure and will continue to eliminate 
those costs which don’t reflect or relate to 
our concept of customer value. There are no 
frills or fancy decor in Cook United’s 


discount stores because we don’t want to 
detract from the merchandise or the value 
it represents. That means the cost of store 
operations will be viewed in their relation¬ 
ship to the impact on the customer. 

Given a choice, we know that value is 
preferred over decor. 

We have no immediate plans to expand 
beyond the current number of retail outlets. 
How, then, can the Retail Division’s 77 stores 
continue to grow and contribute to Cook 
United’s corporate sales and profits? 

Very simply by giving top priority to getting 
more productivity out of our existing units. 
How can we accomplish that? By capitalizing 
on the strengths we know we have which 
can only lead to even greater acceptance 
on the part of the buying public. 

We are already implementing many of our 
long-range programs as the first step 
toward that goal. When completed, those 
programs will bring a new dimension of 
vitality, consumer acceptance and growth 
to virtually every store in the Retail Division. 
Some programs will be in place sooner 
than others. But in every instance, they will 
provide us with the opportunity to do 
more of the things we do best. 

The Science of Plan-O-Gramming — The 

resetting of fixtures and relaying of 
merchandise to achieve ideal merchandising 
adjacencies and presentation is all a part 
of our plan-o-gramming. It means, for 
example, that items such as notebook paper 
should be put adjacent to binders and that 
sweaters should be near knit tops. Where 
merchandise is displayed is only part of 
the procedure. Plan-o-grammers, working 
with buyers, must also determine how that 
merchandise should be displayed for 
maximum exposure and impulse purchasing. 
Should it be hung on pegs, displayed on 
shelves, or put into bins? What is the cost 
of the space it will occupy in relationship 
to its return on investment? These are just 
a few of the considerations given 
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to plan-o-gramming. 

After merchandising presentations are 
completed and approved, photos and 
assortment listings are provided for each 
store and district manager. Depending on 



Plan-o-gramming emphasizes merchandise 
presentation, maximum use of space. 

geographical and other conditions, we will 
alter the plan of individual stores. But 
generally speaking, it must be followed to 
take full advantage of the expertise that’s 
available at the Retail Division level. 

We’re doing other things, too, which, when 
completed, will add greatly to the Cook 
United shopping experience for our 
customers. For example, we’re taking a 
critical look at virtually every area of store 
operations. We know, of course, that a 
good retail operation offers much more 
than the right merchandise at the right price. 
It also puts top priority on the cosmetic 
appeal of its stores to provide its customers 
with a pleasant, safe and convenient 
shopping environment. 


to our advertising and sales promotion 
program. In addition, we’ve also changed 
our media mix. 

Late last fall, for example, we began to 
use local television in the Cleveland market 
with good results. We generated more 
store traffic, and this year we also plan to 
use television in Cincinnati, Dayton, Colum¬ 
bus, Baltimore, and the Carolinas. 

One of our strong suits has always been 
newspaper inserts. We plan to expand that 
activity this year, too. There will be more 
color, more drama, and more excitement in 
our print media campaign. Moreover, our 
inserts will be cleaner and less cluttered 
in merchandise presentation. 



When completed, all of these projects will 
bring the stores in our Retail Division up to 
a basic operational level that’s in keeping 
with contemporary standards — not only 
industry standards, but standards Cook 
United customers have come to expect. 

Communication is Vital — Effective 
communications also play a key role in 
building and maintaining a positive 
relationship between Cook United and its 
customers. That’s why there’s a “new look” 


There’s a cleaner, more exciting look 
to our customer communications. 

There’s another key element that is closely 
tied to our advertising and promotion 
effort — minimizing out-of-stock merchan¬ 
dise on sale items. If we advertise an item 
at a very special price, we want to make 
sure we put a high degree of sincerity 
into the promotion. We know how aggra¬ 
vating it is for a customer to respond to an 
ad, only to find that an item is out of 
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stock as a result of inefficient buying 
and stocking. 

Cook United’s Retail Division enjoyed 
extraordinary business this spring, tradi¬ 
tionally a “slow” period. Frankly, we 
attribute it to two factors: aggressive 
promotion and a redoubled effort to make 
sure that all stores had the advertised 



Keeping advertised merchandise 
in stock gets top priority. 


items in stock. Nothing will build consumer 
confidence any quicker. 

Effective communication between our 
buying and selling organizations is just as 
important as communication with our 
customers if we are to minimize expense 
and duplication of effort. 

Operating as a Chain — Everything we do 
is related to a highly efficient chain 
operation, so it is vital that we operate in a 
manner befitting such an organiza¬ 
tional structure. 

All of the programs mentioned earlier — 
refixturing, plan-o-gramming, merchandise 
presentation and adjacencies, floor plans, 
advertising and sales promotion — are many 
of the major activities that can best be 


handled at the division level. If we are to 
operate as a chain, there must be a “family” 
resemblance among our stores, wherever 
they may be. That means frequent and 



Tops near slacks is an example of 
improved merchandise adjacencies. 

effective communication is vital if we are to 
relay the corporate and Retail Division 
concepts and philosophies to the district 
and store levels. 

Certain buying decisions must be made at 
the district or local store level. We recognize 
that and have provided for that latitude. 

But by and large, primary buying and 
merchandising decisions will be made, to a 
much greater extent, at the division level. 
The net result? Greater productivity and 
profit with little or no additional 
capital investment. 

People Are Important — We are obviously 
committed to serving people because 
we so heavily depend on them for our 
livelihood. That means a well-trained, 
customer-oriented work force is vital to 
our success. 

We think there’s no substitute for on-the-job 
training. It’s where the people are, it’s 
where the action is. It’s considerably easier 
to single out weak spots or to recognize 
personnel potential in an in-store 
environment than it is in a structured 
classroom setting. 
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We’re committed to our own personnel 
much as we are to our customers, 
because we can’t have one without the 
other. Cook United employee standards are 
already high and they will get more 
stringent as time goes on. We’re in a 
“people-intensive” business that calls for 
intensive management. Ideally, we promote 
from within our organization. 

Future Opportunities — What’s in the future 
for Cook United’s Retail Division? Numerous 
opportunities — opportunities we’re 
prepared to capitalize on. 

We have, as already noted, given top 
priority to increasing our productivity and 
profitability within existing markets. There 
is considerable room for growth, and we 
intend to take advantage of it. 

As a part of that controlled growth plan, 
we will explore our present markets to 
determine if the addition of stores will 
increase our share of market. That decision 
will be made only if we know that the 
increased costs will result in increased 
sales, and more important, increased profits. 

We will exploit all of our current markets 
to the fullest by capitalizing on what’s 
already there — our current retail outlets 
and the confidence of our customers 
within those markets. 

Cook United’s Retail Division is structured 
to control its own destiny to a great extent. 

We have budgeted for growth this 
year. This will result from a continuing 
emphasis on doing the things we know 
best — better. 

It’s difficult, if not impossible, to measure 
the productivity of people in our business. 

We do know, however, that if we’re doing 
the things we do best, and we continue 
to grow, that our people are doing their jobs. 

Results of the past two years convince us 
that the current plans of the Retail Division 
are right for Cook United, and most certainly 
in keeping with long-range corporate goals. 


Cook United’s Wholesale Distribution Division 
has been an invaluable source of stability in 
producing continually increasing sales 
and profits in recent years. 

That performance is 
attributable to two factors: 
day-to-day application of 
good business management 
principles in an industry 
where we are a recognized 
leader, and a growing 
realization on the part of 
general merchandise 
distribution retailers that 
responsible, full-service 

slnio? v1c e e 9 President — wholesalers can play a 
Distribution major role in improving 

their merchandise sales and inventory 
management. 

Wholesalers, such as Cook United, can help 
retailers improve their profitability because a 
better turnover of merchandise inevitably 
produces a correspondingly lower investment 
in inventory. 

Wholesalers can also minimize the risk of 
out-of-stock merchandise for retailers who 
heretofore bought certain items factory-direct, 
and then hoped their shipments would arrive in 
time to fulfill customer demand. A retailer 
obviously can’t sell merchandise he doesn’t have 
in inventory. But most importantly, it allows 
retailers to reduce their investment in warehouses 
and other physical facilities, thus freeing costly 
capital for other, more productive requirements. 



Hundreds of orders are filled daily by 
skilled distribution center employees. 


Wholesale Distribution Division 



Paul D. Siegel 
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Competent wholesalers must position themselves 
to meet those retailer needs as a matter of course 
because it is their sole reason for existence. 

Cook United’s Wholesale Distribution Division 
has a singular mission which can be described in 
simple terms: to perform a service for its 
customers better than anyone else can, including 
the customer himself. 

Our Definition of Service — In this instance, 
service means considerably more than calling 
on a customer and writing an order. By our 
standards, service means everything we do 
for a customer to help him operate a more 
profitable business. 

In addition to keeping him adequately supplied 
with inventory, service is helping him plan 
advertising and promotions, improving his rate of 
merchandise turnover, helping him plan displays, 
assisting him in planning merchandise assort¬ 
ments, improving methods of invoicing, affixing 
price tickets, efficient handling of repairs and 
returns, and a multitude of other tangible and 
sometimes intangible assists that show him our 
wholesalers care, and that will make him want to 
continue to do business with us. We are ever 
mindful of the need to seek new and better ways 
to help our customers because service is the most 
important commodity we have to offer. 

Last year, for example, we improved upon our 
sales analysis for our customers as a part of our 
electronic data processing systems program. We 
can now tell our customers such things as their 
comparative purchases and the mark-ups they 
enjoyed in cumulative form, quarterly and 
annually. This kind of activity on the customer’s 
behalf enables him to judge our performance for 
himself. More importantly, it demonstrates how 
we can help him. 

We continued to provide still other vital services 
last year, all aimed at cementing our customer 
relationships. These include plan-o-gramming, 
a “science” which enables us to advise our 
customers how they can best physically lay out 
their stores for greater turnover of merchandise 
to improve their profits, and develop more 
sophisticated capabilities in their store operations. 



Photos of recommended merchandise displays 
are provided for wholesale division customers. 

We’re also working to get merchandise to our 
customers faster and in better condition. We are 
currently investigating utilization of container¬ 
ization to help protect and departmentalize 
product shipments to our customers. 

One of our Wholesale Distribution Division 
companies is currently involved with an electronic 
order input system pilot program. It’s a system 
which provides direct access to our computer via 
special telephone lines. Instead of waiting up to 
10 days for an order to come by mail, it is elec¬ 
tronically transmitted directly into our computer 
from the customer location within seconds. 

All of these activities mean that Cook United is 
ideally situated to capitalize on the trend by mass 
merchandisers to turn to full-service wholesalers 
as a means of providing better service to their 
customers while improving their profits. 

Our Customers and Markets — To more fully 
appreciate the Wholesale Distribution Division’s 
contribution to 1976 sales and profits, it is most 
important to know the customers and markets 
it serves. 

The wholesale companies in the division supply a 
broad range of hardgoods to numerous types of 
mass merchandisers such as discount stores, 
do-it-yourself outlets, department stores, catalog 
showrooms, home improvement centers, “super” 
drug stores, and independent hardware stores, 
depending on their size and volume. 
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The Cook United companies are at the forefront 
in providing thousands of items millions of people 
use every day in 33 states east of the 
Mississippi River. 

Our Stem Distributing Co., for example, 
distributes tools, hardware, sporting goods, 
home improvement needs, paint sundries, lawn 
and garden supplies, and automotive supplies. 

Housewares and small traffic appliances are 
distributed by Myron Nickman, Inc., and our 
Leon Supply provides its customers with a broad 
line of plumbing and electrical supplies. 

Boston Distributors is a wholesaler of health and 
beauty aids; industrial paper and office and 
stationery supplies are provided by our Mid-West 
Paper Products Company; and still more sporting 
goods lines are carried by Oscar Robbins. 

There’s Strength in Commonality — Despite that 
broad diversification of products sold, there is a 
high degree of commonality among the various 
Wholesale Distribution Division companies. 

In 1976, we began to capitalize on these common 
denominators in a way that would not only 
preserve the individuality and autonomy of our 
wholesale distribution companies, but that would 
provide divisional solutions to a broad list of 
common concerns and objectives. 

There is, of course, a continuing need for the 
individual companies to establish their own sets 
of goals and objectives where it is in their, the 
division’s, and the corporation’s best interests 
to do so. 


What we did do, however, was review the many 
areas of activity where there is a great degree of 
commonality, and proceeded to tie loose ends 
together with a logical solution that would solve a 
problem or capitalize on an advantage within 
any one or all of our operating companies. 

One of the most significant aspects of this total 
divisional approach is that we now plan meetings 
at least once a month with the various companies’ 
management teams to discuss all of their current 
and long-range projects, expectations, problems, 
and their objectives as a means of determining 
which of those could best be handled under a 
divisional approach. The most obvious and 
beneficial result of this unified effort is that the 



Division officials meet regularly 
to improve overall efficiency. 

individual companies will no longer be “going 
their own way” when a single solution or 
approach minimizes duplication of effort. It’s 
another way of capitalizing on our assets 
and making more profitable and productive 



Merchandise is stacked ceiling-high in a Cook United warehouse. 
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what we already have. 

We are also taking a divisional approach in 
meeting the physical facility needs of our 
individual operating companies. Happily, all of 
the companies in the division are enjoying 
extraordinary growth. But with growth comes 
new challenges. In general terms, the physical 
plants of our companies will be upgraded to 
further maximize efficiency. 

One thing is certain — every decision relating to 
physical facilities will be made only after the best 
interests of our customers, the division, the 
individual operating companies, and the 
corporation are carefully weighed. 

Systems Grow in Importance — We are looking 
to an expanded use of, and continuing research 
into more sophisticated electronic data processing 
(EDP) systems as a means of adding greater 
productivity to our wholesale division operations. 
We are currently using EDP systems in a variety 
of ways within our individual operating 
companies, but we know there are numerous 
ways in which that technology can also be applied, 
more productively and more profitably, on an 
overall divisional basis. Systems will continue to 
be a major element in the divisional approach to 
the solution of common problems and to the 
evolution of even more improvements in 
customer service. 



EDP systems approach helps improve 
customer service. 


People Are Important — If we are to fully 
capitalize on the advantages offered by such a 


divisional approach to our systems application, 
we must be staffed with the professionals who 
can consult with us, advise us on the options 
available to us, and then put those systems to 
work after the necessary decisions have been 
made. Early this year, the first step to accomplish 
that goal was taken when an EDP systems expert 
joined the division. 

Qualified people are essential to any successful 
business enterprise. Cook United recognizes that, 
and every idea that’s considered, and every 
decision that’s made, gives full weight to the fact 
that it takes a wide variety of professional skills 
to implement any worthwhile program. 

As noted earlier, there are many techniques and 
methods common to all of our Wholesale 
Distribution Division companies. We also 
recognize, however, that one or more companies 
* are attacking a particular problem or situation in 
a manner that could prove to be of benefit to 
other companies in the division. That exchange of 
information among our wholesale companies 
is highly encouraged. 

To further stimulate that mutual exchange of 
information, we are currently considering the 
interchange of selected people between 
companies on a short-term, temporary basis. 
Everyone benefits — the employee becomes more 
knowledgeable and thus more valuable; the two 
or more companies which may be involved with 
such an exchange; and most certainly the entire 
division where lessons learned can effectively be 
applied across the broad spectrum of activity. 

A Look Ahead — Our goals for 1977 are basic, 
straightforward and attainable. We plan, 
unhesitatingly, to continue to do more of the 
things we do best — provide a unique and 
unbeatable brand of service for our customers 
in the best way we can. 

We plan to further develop and cultivate those 
geographic areas where we currently are most 
active. If we have representation in a specific 
area, we want to become more efficient, more 
productive, and more profitable in that area, and 
we will intensify our efforts by selling our 
overall service capability. 


















Managements Discussion and Analysis 
of the Summary of Operations 


1976 Versus 1975 

Net sales for 1976 (53 weeks) were 
$405,642,000 versus $400,379,000 for sales of 
the prior year (52 weeks). The sales increase 
of $5,263,000 is the net effect of volume in¬ 
creases of comparable stores and the addi¬ 
tional week’s sales in 1976 offset by the vari¬ 
ous closings of the discount department stores 
and major appliance departments in 1976 
and 1975. 

Interest expense decreased by $1,480,000 
or 30% in 1976 as a result of decreased bor¬ 
rowing levels and lower average interest rates. 

Nonoperating charges to continuing opera¬ 
tions were $2,521,000 and $340,000 in 1976 
and 1975, respectively. These charges, more 
fully explained in Notes 3 and 4 to the Consoli¬ 
dated Financial Statements, relate to the closed 
discount department stores for 1976 and 1975, 
and to liquidation of a segment of business in 
1976. During 1975, losses from discontinued 
operations were $818,000 as discussed more 
fully in Note 2 to the Consolidated Financial 
Statements. There was no such charge to the 
statement of income in 1976. 

The effective income tax rate was 50.8% in 
1976 and 49.4% in 1975. The tax provisions 
for both years were fully offset by the use of 
an extraordinary credit resulting from the ben¬ 
efit of utilizing a tax loss carryforward. The 


components of the income tax expense are dis¬ 
cussed more fully in Note 6 to the Consolidated 
Financial Statements. 

1975 Versus 1974 

Net sales for 1975 were $400,379,000 versus 
$431,703,000 for the previous year. This de¬ 
crease of 7.3% was caused principally by the 
closing of six discount department stores in 
1974 and nineteen in 1975 together with re¬ 
duced sales in major appliance departments as 
a result of closing twenty-five such depart¬ 
ments in 1975. 

Interest costs decreased by $2,270,000 or 
31% in 1975 as a result of decreased borrow¬ 
ing levels and lower average interest rates. 

Nonoperating charges to continuing opera¬ 
tions were $340,000 and $9,563,000, respec¬ 
tively in 1975 and 1974. These charges, more 
fully explained in Note 3 to the Consolidated 
Financial Statements, relate to closed discount 
department stores. A loss from continued op¬ 
erations of $818,000 in 1975 compares with a 

1974 loss of $11,634,000. 

The effective income tax rate of 49.4% in 

1975 compares with a credit of 9.5% in 1974. 
The rate difference results from the nonrecog¬ 
nition in 1974 of tax benefits of losses sus¬ 
tained. The 1975 tax provision has been effec¬ 
tively offset by the use of an extraordinary 
credit resulting from the benefit of utilizing a 
tax loss carryforward. 


Common Share Market Price and Dividend Information 


Sale Price of Common Shares* 
1976 1975 



High 

Low 

High 

Low 

Quarter 





First . 

... $6 .... 

. .. $2% 

$31/4 . 

... $1% 

Second . . . 

5 

. . . . 4 

3% 

2 % 

Third . 

. .. 4% .... 

.... 4% 

4% . 

... 2% 

Fourth .... 

. .. 4^ .... 

.... 3 % 

3% . 

... 2 % 


* Source: National Quotation Bureau. 


Dividends per Share 
1976 1975 


** 


** 


** 6 % Common Share dividends were distributed September 15, 1976 and September 15, 1975. 
The Company also has outstanding $2.25 Convertible Preferred Shares. These shares are unlisted 
and have not traded. 






























Summary of Operations 


Fiscal Years Ended 


Jan. 1, Dec. 27, Dec. 28, Dec. 29, Dec. 30, 
1977 1975 1974 1973 1972 


(Thousands of dollars, except per share data) 

Continuing operations 


Net sales. $405,642 

Cost of merchandise sold 
(including buying and 
occupancy) . 307,357 

Interest expense, net. 3,487 

Other charges. 2,521 

Income tax expense (credit) . . 3,100 

Income (loss) from continuing 

operations. 3,008 


Income (loss) from discontinued 
operations, net of income taxes . 


Extraordinary credit. 3,100 

Net income (loss). 6,108 

Net income (loss) applicable 

to Common Shares. 6,039 

Earnings (loss) per Common Share 

Continuing operations. $ .55 

Discontinued operations. — 

Extraordinary credit. .59 

Primary . 1.14 

Fully-diluted . 1.13 

Average common and equivalent 

shares outstanding (A). 5,282,754 

Cash dividend per Common 

Share (A). $ _ 


$400,379 

$431,703 

$412,426 

$365,185 

303,594 

329,194 

310,124 

274,745 

4,967 

7,237 

4,230 

3,400 

340 

9,563 

— 

— 

1,489 

(1,100) 

4,510 

4,005 

1,520 

(10,430) 

5,778 

5,532 

(818) 

(11,634) 

1,177 

1,072 

863 

— 

— 

— 

1,565 

(22,064) 

6,955 

6,604 

1,496 

(22,133) 

6,885 

6,535 

$ .28 

$ (2.01) 

$ 1.09 

$ 1.01 

(.16) 

.17 

.29 

(2.23) 

.22 

.20 

(4.24) 

1.31 

1.21 

.29 

(4.24) 

1.27 

1.18 

5,229,132 

5,216,477 

5,256,964 

5,406,461 

$ 

$ 0.218 

$ 0.432 

$ 0.42 


(A) Reflects retroactive adjustments for Common Share dividends. 


























Sales and Income Before InterestTaxes 
and Other Charges by Lines of Business 


Cook United, Inc. is engaged in the distribu¬ 
tion of merchandise through Company operated 
discount department stores, specialty retailing 
outlets and wholesale distribution companies. 

A significant portion of the Company’s whole¬ 
sale sales are to the Company’s retail division. 
These sales, between divisions, are recorded at 
gross margins which approximate those 
charged to its outside customers. 

Intercompany profit on the sale of merchan¬ 
dise not resold to the public as of year end by 


the retail division has been eliminated against 
the wholesale division’s operating results. The 
results for both the retail and wholesale divi¬ 
sions for the years 1972 to 1975 have been 
restated to conform with the 1976 presentation 
of the intercompany merchandise profit 
elimination. 

The amounts of contribution from continuing 
operations to sales and to operating income 
before interest, taxes and other charges for the 
years 1976-1972 are shown below: 


Sales 

Retail . 

Wholesale (excludes 
intercompany sales) .. 

Income before interest, taxes 
and other charges 

Retail . 

Wholesale . 






1976 

1975 

1974 

1973 

1972 


(Thousands of dollars) 


$334,248 

$337,300 

$363,269 

$352,689 

$325,067 

71,394 

63,079 

68,434 

59,737 

40,118 

i i 

4,762 

1,706 

(1,056) 

7,884 

8,146 

7,354 

6,610 

6,327 

6,634 

4,790 


Auditors Report 

To the Shareholders and Board of Directors 
of Cook United, Inc.: 

We have examined the consolidated balance 
sheets of Cook United, Inc., (an Ohio corpora¬ 
tion) and subsidiaries as of January 1, 1977, 
and December 27, 1975, and the related con¬ 
solidated statements of income, shareholders’ 
equity and changes in financial position for the 
fiscal years then ended. Our examination was 
made in accordance with generally accepted 
auditing standards, and accordingly included 
such tests of the accounting records and such 
other auditing procedures as we considered 
necessary in the circumstances. 


In our opinion, the accompanying consoli¬ 
dated financial statements present fairly the 
financial position of Cook United, Inc. and sub¬ 
sidiaries as of January 1, 1977, and December 
27, 1975, and the results of their operations and 
changes in financial position for the fiscal years 
then ended, in conformity with generally ac¬ 
cepted accounting principles consistently ap¬ 
plied during the periods. 




Cleveland, Ohio, 
March 3, 1977. 
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Consolidated Statements of Income 


Fiscal Years Ended January 1, 1977 and December 27, 1975 
(Thousands of dollars, except per share data) 

1976 1975 

53 Weeks 52 Weeks 

CONTINUING OPERATIONS 

Net sales, excluding sales of leased departments. $405,642 $400,379 

Costs and expenses 

Cost of merchandise sold (including buying and occupancy) ... 307,357 303,594 

Selling, general and administrative. 80,518 82,317 

Depreciation and amortization . 5,651 6,152 

Interest expense (net of interest earned: 

1976 — $600; 1975 — $636). 3,487 4,967 

Operating income . 8,629 3,349 

Other charges 

Provision for estimated future costs of closed stores and 

disposition of idle facilities. 2,000 340 

Provision for liquidation of a segment of business. 521 — 

2,521 340 

Income from continuing operations before 

income taxes . 6,108 3,009 

Provision for income taxes. 3,100 1,489 

Income from continuing operations. 3,008 1,520 

DISCONTINUED OPERATIONS 

Operating loss (net of $626 income tax credit). — (818) 

Income before extraordinary credit. 3,008 702 

EXTRAORDINARY CREDIT 

Benefit from utilization of tax loss carryforward. 3,100 863 

Net income. $ 6,108 $ 1,565 


EARNINGS PER COMMON SHARE 
Primary: 

Income from continuing operations. $ .55 $ .28 

Discontinued operations. — (.16) 

Extraordinary credit . .59 .17 

Net income. $ 1.14 $ .29 

Fully diluted. $ 1.13 $ .29 


The accompanying notes are an integral part of these statements. 


















































Consolidated Balance Sheets 

January 1, 1977 and December 27, 1975 
(Thousands of dollars) 

ASSETS 1976 1975 

CURRENT ASSETS 

Cash (including certificates of deposits: 

1976 — $22,418; 1975 — $20,500). $ 25,282 $ 38,551 

Accounts receivable (less allowance for doubtful accounts: 

1976 — $738; 1975 — $577). 13,608 13,121 

Inventories . 77,483 69,205 

Prepaid expenses. 1,417 1,816 

TOTAL CURRENT ASSETS. 117,790 122,693 

PROPERTY AND EQUIPMENT at cost 

Land . 7,877 8,740 

Buildings. 21,636 21,358 

Furniture, fixtures and equipment. 45,781 47,535 

Leasehold improvements. 13,445 13,455 

88,739 91,088 

Less accumulated depreciation and amortization. 44,497 41,329 

44,242 49,759 

OTHER ASSETS. 1,776 3,079 

COST OF BUSINESSES IN EXCESS OF NET ASSETS ACQUIRED .... 12,772 13,101 


$176,580 $188,632 
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LIABILITIES AND SHAREHOLDERS’ EQUITY 1976 1975 

CURRENT LIABILITIES 

Current maturities of long-term debt. $ 4,107 $ 3,954 

Short-term notes payable. — 16,000 

Trade payables. 36,251 27,728 

Accrued expenses. 10,747 10,499 

Accrued store closings and vacancy costs. 1,733 2,646 

Reserve for losses on dispositions. 952 1,505 

TOTAL CURRENT LIABILITIES. 53,790 62,332 


LONG-TERM DEBT . 20,202 30,192 

CAPITALIZED LEASE OBLIGATIONS. 5,810 5,869 

RESERVE FOR STORE VACANCY COSTS. 2,323 1,830 

DEFERRED FEDERAL INCOME TAXES. 2,074 2,074 

RETIREMENT BENEFITS. 1,069 1,026 

5^ % CONVERTIBLE SUBORDINATED DEBENTURES. 19,950 19,950 


SHAREHOLDERS’ EQUITY 

Convertible preferred shares, without par value. 151 151 

Common shares, $1 par value. 5,216 4,925 

Capital in excess of par value. 29,323 28,274 

Retained earnings. 36,672 32,009 

71,362 65,359 


$176,580 $188,632 


The accompanying notes are an integral part of these statements. 





































Consolidated Statements of Shareholders Equity 

Fiscal Years Ended January 1, 1977 and December 27, 1975 
(Thousands of dollars) 


CONVERTIBLE CAPITAL IN 



PREFERRED 

SHARES 

COMMON 

SHARES 

EXCESS OF 
PAR VALUE 

RETAINED 

EARNINGS 

TOTAL 

BALANCE AT DECEMBER 28, 1974 

$ 151 

$ 

4,650 

$ 27,737 

$ 31,319 

$ 63,857 

Net income. 





1,565 

1,565 

Dividends: 







Preferred — $2.25 per share 







($17 paid December 31,1975) 





(52) 

(52) 

Common — 6% Share. 



275 

537 

(812) 

— 

Cash in lieu of fractional shares 





(ID 

(11) 

BALANCE AT DECEMBER 27, 1975 

151 


4,925 

28,274 

32,009 

65,359 

Net income. 





6,108 

6,108 

Dividends: 







Preferred — $2.25 per share .. 





(86) 

(86) 

Common — 6% Share. 



291 

1,049 

(1,340) 

— 

Cash in lieu of fractional shares 





(19) 

(19) 

BALANCE AT JANUARY 1, 1977 

$ 151 

$ 

5,216 

$ 29,323 

$ 36,672 

$ 71,362 


The accompanying notes are an integral part of these statements. 
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Consolidated Statements of Changes 
in Financial Position 

Fiscal Years Ended January 1,1977 and December 27, 1975 
(Thousands of dollars) 

1976 1975 

53 Weeks 52 Weeks 

SOURCES OF WORKING CAPITAL 

Income from continuing operations. $ 3,008 $ 1,520 

Add expenses not affecting working capital 

Depreciation and amortization. 5,651 6,152 

Provision for store closings and idle facilities. 2,000 340 

Provision for liquidation of a segment of business. 521 — 

Working capital provided from continuing operations .... 11,180 8,012 

Loss from discontinued operations. — (818) 

Add expenses not affecting working capital 

Depreciation and amortization. — 228 

Working capital absorbed by discontinued operations . .. — (590 ) 

Working capital provided from operations before 

extraordinary credit . 11,180 7,422 

Extraordinary credit. 3,100 863 

Working capital provided by operations. 14,280 8,285 

Net proceeds from sale of businesses. 1,573 9,412 

Repayment of advances from leased department joint venture, 

net of equity in earnings. 279 983 

Change in other assets, net. 931 86 

17,063 18,766 

USES OF WORKING CAPITAL 

Reduction in long-term debt. 10,049 2,918 

Net additions to property and equipment. 485 (843) 

Reserve for store vacancy costs. 1,507 4,069 

Dividends paid. 86 52 

Net current assets of businesses sold. 1,297 5,666 

13,424 11,862 

INCREASE IN WORKING CAPITAL. $ 3,639 $ 6,904 


INCREASE (DECREASE) IN COMPONENTS OF WORKING CAPITAL 

Cash and certificates of deposit. $ (13,269) $ 29,754 

Accounts receivable, net of allowance for doubtful accounts. 487 (7,181) 

Recoverable Federal income taxes. — (2,722) 

Inventories . 8,278 (23,355) 

Prepaid expenses. (399) (2,224) 

Current maturities of long-term debt. (153) 4,707 

Short-term notes payable. 16,000 (12,175) 

Trade payables. (8,523) 13,310 

Accrued expenses . (248) 1,367 

Accrued store closings and vacancy costs. 913 626 

Reserve for losses on dispositions. 553 4,797 

INCREASE IN WORKING CAPITAL. $ 3,639 $ 6,904 


The accompanying notes are an integral part of these statements. 
































































Notes to Consolidated Financial Statements 


1. Summary of Significant Accounting Policies 

The accompanying consolidated financial 
statements include the accounts of the Com¬ 
pany and all of its wholly-owned subsidiaries. 
All significant intercompany transactions and 
accounts have been eliminated. The Company’s 
investment in its minority-owned subsidiary is 
reported on the equity method. 

The value of merchandise inventories in the 
discount department stores was determined by 
the retail inventory method, using Fifo (first-in, 
first-out) cost or market, whichever is lower. 
The remaining inventories are valued at the 
lower of Fifo cost or market. 

For financial statement purposes, the Com¬ 
pany provides for depreciation of property and 
equipment using the straight-line method at 
annual rates sufficient to amortize the cost of 
the assets during their estimated useful lives. 
Buildings are depreciated over ten to fifty years 
and furniture, fixtures and equipment are de¬ 
preciated over three to ten years. Leasehold 
improvements are amortized over the shorter 
of the applicable lease terms or the estimated 
useful lives of the assets. Preopening costs in¬ 
curred in connection with opening new stores 
are expensed as incurred. 

The Company amortizes that portion of cost 
of businesses in excess of net assets acquired 
(goodwill) incurred subsequent to October 31, 
1970, over a forty year period. Goodwill in¬ 
curred prior to that time is not being amortized 
and includes approximately $12,000,000 re¬ 
lated to discount department stores acquired 
in 1968. These stores are included in the retail 
division which has been historically profitable. 
The division realized improved operating re¬ 
sults in 1976 and 1975, after substantial losses 
in 1974. In the opinion of management, there 
has been no diminution in the value of this 
goodwill. 

Certain reclassifications of amounts reported 
in 1975 have been restated to conform to the 
1976 presentation. 

2. Discontinued Operations 

During 1976, the Company completed the 
divestiture of its Drug Store Division and an 
Institutional Food Processor. Net sales of these 
businesses, which were excluded from continu¬ 
ing operations, amounted to $5,142,000 in 
1976. The operating losses and loss on dispo¬ 
sitions for 1976 amounting to $241,000 and 
$312,000, respectively, were charged to a 
previously established reserve for losses on 
dispositions. 

As of December 27, 1975, the Company had 
a reserve for losses on dispositions of 
$1,505,000 to provide for the divestiture of its 
Drug Store Division and Institutional Food 
Processor. The remaining balance as of Janu¬ 
ary 1, 1977 for losses on dispositions amounts 
to $952,000, which in the opinion of manage¬ 
ment, is adequate to provide for any additional 
losses from past divestitures, including any 
which may result from the continued leasing 


of certain assets to operators of discontinued 
businesses. 

During 1975, the Company completed the 
divestiture of businesses targeted for divesti¬ 
ture as of December 28, 1974, its other Institu¬ 
tional Food Processors, and wrote off the good¬ 
will associated with the Drug Store division. 
The costs associated with these dispositions, 
amounting to $4,797,000, were charged to a 
reserve for losses on dispositions established 
as of December 28, 1974. Net sales excluded 
from continuing operations for these businesses 
were $39,686,000 in 1975. 

3. Store Closings and Idle Facilities 

On December 28, 1974, the Company estab¬ 
lished a reserve for store closings, vacancy and 
other costs, charging $9,563,000 to continuing 
operations in 1974. Additional charges to oper¬ 
ations of $2,000,000 and $340,000 were made 
during 1976 and 1975, respectively. This re¬ 
serve was charged with costs incurred by stores 
during the store closing periods and the cost of 
stores as idle facilities in the amount of 
$2,420,000 and $4,696,000 in 1976 and 1975, 
respectively. During early 1976, two stores 
were closed, increasing the number of discount 
department stores closed during 1976 and 1975 
to twenty-one. 

The results of the closed stores prior to the 
start of the closing sale were included in the 
Company’s statements of income; such costs 
and losses charged to the statements of income 
were $65,000 and $2,071,000 in 1976 and 1975, 
respectively. 

The Company has the following lease rental 
obligations relating to the remaining stores not 
currently subleased: 

1977 .$1,389,000 1981 $1,189,000 

1978 .$1,184,000 1982 to 1986 . $5,970,000 

1979 .$1,184,000 1987 to 1991 . $4,733,000 

1980 .$1,184,000 1992 to 1997 . $3,551,000 

Additionally, the Company is obligated for 

taxes, insurance, maintenance, and certain 
other costs which will approximate $3,920,000 
to the end of the various leases. 

The remaining balance in the reserve for 
store closings and vacancy costs related to 
closed stores as of January 1, 1977 and Decem¬ 
ber 27, 1975 was $4,056,000 and $4,476,000, 
respectively. 

The reserve for store closings and vacancy 
costs is intended to cover the estimated future 
cost of maintaining these vacant facilities and 
has been classified in the accompanying bal¬ 
ance sheets according to the anticipated timing 
of such costs. 

4. Liquidation of a Segment of Business 

During 1976, the Company liquidated its 
National Merchandising division, whose princi¬ 
pal customer was the Company’s retail division. 
During 1976, the Company recorded a $521,000 
provision for loss on disposal, which resulted 
primarily from the write-off of the goodwill 
associated with the division and other costs to 
be incurred as a result of the liquidation. As of 
January 1, 1977, the remaining assets, not else- 















where re-employed by the Company and avail¬ 
able for sale or disposition, were approximately 
$160,000. In the opinion of management, the 
$521,000 provision for loss is adequate to pro¬ 
vide for any future losses to be incurred in con¬ 
nection with the liquidation and realization of 
National Merchandising’s remaining assets. 

Net sales for 1976 were $5,573,000, of which 
$2,916,000 were intercompany sales. The divi¬ 
sion’s operating loss for 1976 was approxi¬ 
mately $559,000 before any provision for in¬ 
come taxes. 

5. Long-Term Debt 

Long-term debt as of January 1, 1977 and 
December 27, 1975 consists of the following: 

Thousands of dollars 



1976 

1975 

Term notes to banks due in 1980, 



interest at 1 Vi % over prime to 
January 15, 1978 and 1 Vi % 
over prime thereafter. 

$20,037 

$27,387 

5% % note to an 


1,700 

insurance company. 

Notes secured by mortgages on 



various premises, at an average 
interest rate of 6% with 
installments of $720,000 and 
$692,000 payable in 1977 and 
1976, respectively. 

4,167 

4,860 

Capitalized lease obligations .... 
Other notes at interest rates 

5,865 

5,919 

ranging from 4% to 6% . 

50 

149 


30,119 

40,015 

Less: Current maturities. 

4,107 

3,954 


$26,012 

$36,061 


Term Notes 

The term notes to banks are repayable as 
follows: $1,300,000 on July 15, 1977, eleven 
successive quarterly installments of $1,650,000 
beginning October 15, 1977, and a final pay¬ 
ment of $587,000 on July 15, 1980. As provided 
in the term note agreement, a prepayment is 
due in 1977 on the term notes amounting to 
$332,400, representing 30% of consolidated 
net income in excess of $5,000,000 for the year 
ended January 1, 1977. This prepayment will 
apply to the final loan payment due in July, 1980. 
During 1976, the Company prepaid $7,350,000 
on the term notes. 

Terms of this agreement provide that tangi¬ 
ble consolidated net worth must exceed 
$39,000,000 during the first half of each year 
for the term of the loan; $40,000,000 during the 
third quarter; $40,500,000 during the fourth 
quarter and $45,000,000 at the end of the fiscal 
year. At January 1, 1977, the consolidated net 
worth as defined was $61,232,000. The agree¬ 
ment also restricts lease rental payments and 
requires the maintenance of minimum working 
capital levels. Under the Company’s present 
term loan agreement, future earnings must ex¬ 
ceed approximately $30,165,000 plus future 
payments on long-term debt before cash divi¬ 
dends may be paid on Common Shares. 

The term notes are secured by the stock of 
subsidiaries, real estate mortgages on substan¬ 
tially all real property and by the equipment 


rentals from the purchaser of a former operat¬ 
ing division. 

In connection with the term note agreement, 
originally dated January 7,1974 for $33,000,000, 
the Company informally agreed to maintain 
compensating balances with participating banks, 
based upon bank ledger amounts, as adjusted, 
equal to 15% of outstanding borrowings. 
During 1976, the Company maintained ap¬ 
proximately $1,635,000 of average book cash 
balances, in addition to operating cash bal¬ 
ances, with its banks to meet these require¬ 
ments. These balances were not restricted as 
to withdrawal. 

Revolving Credit Agreement 

To meet seasonal financing needs, the Com¬ 
pany has a conventional revolving credit agree¬ 
ment for $14,000,000, which matures July 31, 
1977, with a group of banks all of which also 
participate in the term notes. This agreement 
provides for a commitment fee of % per 
annum on unused funds and for an interest rate 
of 125% of the Cleveland Trust Company’s 
prime rate for borrowed funds. There were no 
borrowings outstanding under this agreement 
at January 1, 1977. On February 26, 1976, the 
Company paid the entire $16,000,000 short¬ 
term notes payable which were outstanding as 
of December 27, 1975. 

Short-term borrowings averaged $2,590,000 
in 1976 and $13,977,000 in 1975 at weighted 
average interest rates of 8.6% and 9.7%, re¬ 
spectively. Maximum borrowings were 
$16,000,000 in 1976 and $16,093,000 in 1975. 
There were no short-term notes outstanding at 
January 1, 1977. As of December 27, 1975, the 
short-term notes bore an average interest rate 
of 9.1%. 

Capitalized Lease Obligations 

Capitalized lease obligations from sale/ 
leaseback transactions are payable $571,000 
annually to 1998 and the balance payable in 
1999, including interest at 8% % to 9%. Cur¬ 
rent maturities of the principal portion of the 
capitalized lease obligations are approximately 
$50,000 per year. 

Maturities 

Total long-term debt, including capitalized 
lease obligations, matures as follows: $4,107,000 
in 1977; $7,420,000 in 1978; $7,469,000 in 1979; 
$4,485,000 in 1980; $577,000 in 1981; and 
$6,061,000 thereafter. 

6. Income Taxes 

Certain expenses such as the provision for 
estimated future costs of closed stores and dis¬ 
position of idle facilities, which are currently 
included in the determination of reported net 
income, will be deductible for income tax pur¬ 
poses in future periods. For financial statement 
purposes, these deductions create potential loss 
carryforward benefits, which will be recognized 
along with net operating loss carryforwards 
from prior years’ tax returns. These carryfor¬ 
wards will be used to the extent they offset 























(Continued) 


otherwise taxable income. As of January 1, 
1977 and December 27, 1975, these carryfor¬ 
ward tax benefits totaled approximately 
$3,200,000 and $10,000,000, respectively. 

For Federal income tax purposes, the Com¬ 
pany has an available net operating loss carry¬ 
forward from a prior year’s tax return of ap¬ 
proximately $2,200,000, which, if not used, will 
expire in 1980. 

Because of losses for Federal income tax 
purposes, there has been no accounting for in¬ 
vestment tax credits since 1973. In future years, 
investment tax credit benefits will be recorded 
to reduce the cost of property acquired and 
amortized for financial statement purposes 
over the estimated useful lives of the property 
to the extent that such credits offset taxes 
otherwise payable. For Federal income tax 
purposes, the Company has available approxi¬ 
mately $1,000,000 of investment tax credits 
which, if not utilized, will expire in varying 
amounts each year through 1983. 

The reconciliation of income tax expense to 
taxes at statutory rates is as follows: 

Thousands of dollars 
1976 1975 


Income from continuing and 
discontinued operations before 
provision for income taxes .... $6,108 $1,565 


Provision for income taxes 

at statutory rates. $2,931 $ 751 

Other . 169 112 

$3,100 $ 863 


The entire provision for Federal income 
taxes for 1976 and 1975 is offset in the accom¬ 
panying statements of income by extraordinary 
credits resulting from the utilization of tax loss 
carryforwards. 

Deferred Federal income taxes in the ac¬ 
companying consolidated balance sheets result 
principally from using accelerated depreciation 
methods for tax purposes to the extent that 
such liabilities extend beyond loss carryfor¬ 
ward periods. 

7. Capital Shares and Debentures 

Authorized Capital Shares consist of 
1,000,000 no par Serial Preferred Shares, 
1,800,000 shares of $1.70 no par Convertible 
Preferred Shares (none issued) and 20,000,000 
Common Shares, $1.00 par value. 

The Serial Preferred Shares, entitled to one- 
fifth vote, have certain preferences as to cumu¬ 
lative dividends and liquidating distributions. 
Designated as $2.25 Convertible Preferred 
Shares, Series A, are 45,000 shares, of which 
30,863 were outstanding at January 1, 1977 
and December 27, 1975. Each share, subject to 
certain adjustments, is convertible into two 
Common Shares and is entitled to $45.00 a 
share upon redemption or in liquidation (ag¬ 
gregate amount $1,388,835). 

There were 5,216,477 and 4,925,139 Com¬ 
mon Shares outstanding at January 1, 1977 
and December 27, 1975, respectively. On Sep¬ 
tember 15, 1976 and 1975, 291,338 and 275,465 


Common Shares were issued as a result of a 
6 % Common Share dividend. 

The 5% % Convertible Subordinated Deben¬ 
tures amounting to $1,250,000 and $18,700,000 
mature principally in 1984 and 1993, respec¬ 
tively. These debentures are convertible into 
Common Shares at $47.50 and $34.52 per 
share. At January 1, 1977, 1,352,599 Common 
Shares were reserved for conversion of Serial 
Preferred Shares, debentures and the exercise 
of stock options and warrants. 

8. Earnings Per Common Share 

Primary per Common Share data is based 
upon the weighted average number of common 
and equivalent shares outstanding after deduct¬ 
ing preferred share dividends. As of January 1, 
1977 and December 27, 1975, 5,282,754 and 
5,229,132 common and equivalent shares were 
outstanding, respectively, adjusted for the 6% 
Common Share dividends distributed on Sep¬ 
tember 15, 1976 and 1975. The effect of Com¬ 
mon Share warrants on the calculation would 
be anti-dilutive. 

Fully-diluted per share data has been com¬ 
puted using the average Common Shares out¬ 
standing adjusted for the assumed conversion 
of debentures and preferred shares. The effects 
of such assumed conversions in 1975 would be 
anti-dilutive. 

9. Retirement Plans 

The Company has certain funded and non- 
funded retirement plans which cover substan¬ 
tially all employees not covered by union bene¬ 
fits. Total expense was $705,000 for 1976 and 
$630,000 for 1975 including amortization of 
prior service costs over a 30-year period. As 
of the latest valuation date, the unfunded por¬ 
tion of prior service costs is estimated at 
$2,730,000 and the excess of vested benefits 
over pension fund assets and accruals is esti¬ 
mated at $780,000. 

Effective January 1, 1976, the Company 
amended its pension plans to conform with re¬ 
quirements of the Pension Reform Act of 1974; 
these amendments, other plan improvements, 
changes in certain actuarial assumptions and 
personnel changes all effected the 1976 costs. 

10. Stock Options and Warrants 

Under the Company’s stock option plan, 
options may be granted to key employees to 
purchase Common Shares at no less than mar¬ 
ket value at date of grant. The plan was 
amended in 1975 to permit the granting of 
either qualified or nonqualified stock options. 
At January 1, 1977, options to purchase 214,490 
shares at prices ranging from $2.34 to $8.93 
per share (as adjusted) were outstanding, of 
which 3,795 were exercisable with the re¬ 
mainder becoming exercisable at various dates 
through 1986. During 1976 and 1975, options 
to purchase 9,000 and 291,574 shares were is¬ 
sued and options for 96,126 and 69,040 shares 
were cancelled. 

Warrants to purchase 76,774 Common Shares 





























at $37.62 per share were outstanding at Janu¬ 
ary 1, 1977 and expire in 1979. 

11. Commitments 

The Company leases a substantial portion of 
its facilities. The leases have terms generally 
extending from ten to twenty-five years with 
options to renew in many cases. 

Total annual rent expense charged to con¬ 
tinuing operations is as follows: 

Thousands of dollars 
1976 1975 

Financing leases . $12,094 $15,103 

Other leases. 2,255 787 

Less: Sublease rentals . (3,014) (2,922) 

$11,335 $12,968 

At January 1, 1977, minimum rental commit¬ 
ments under all noncancellable leases, (exclud¬ 
ing those lease commitments of closed stores 
referred to in Note 3) are as follows: 


Thousands of dollars 


Financing 

Other 

Sublease 

Leases 

Leases 

Rentals Total 


1977 . 

$ 10,367 

$ 901 

$ 2,755 

$ 8,513 

1978 . 

10,173 

737 

2,507 

8,403 

1979 . 

10,016 

405 

2,422 

7,999 

1980 . 

9,995 

334 

2,441 

7,888 

1981 . 

9,834 

215 

2,278 

7,771 

1982-1986 ... 

43,384 

446 

9,363 

34,467 

1987-1991 

35,475 


5,970 

29,505 

1992-19% 

27,216 


2,431 

24,785 

Thereafter . . . 

2,348 



2,348 


$158,808 

$3,038 

$30,167 

$131,679 


The estimated present values of the net fixed 
minimum rental commitments for all (exclud¬ 
ing those in Note 3) noncancellable financing 
leases were $62,561,000 at January 1, 1977 
and $70,207,000 at December 27, 1975, after 
deducting the present value of sublease rentals 
of $18,476,000 and $17,597,000, respectively. 
The present values are computed after reduc¬ 
ing total rental commitments by lessors* esti¬ 
mated taxes and insurance payments. Interest 
rates used to compute present values range 
from 4.0% to 11.75% with a weighted aver¬ 
age of 7.3%. 


The effect on net income of treating financ¬ 
ing leases as capitalized lease obligations with 
related interest expense of $6,180,000 and 
$8,206,000 in 1976 and 1975, respectively, and 
amortizing such lease rights on a straight-line 
basis ($4,830,000 in 1976 and $5,198,000 in 
1975) over lease terms would be to decrease net 
income in 1976 by $1,018,000 and $1,115,000 
in 1975. 

12. Impact of Inflation and Current 
Replacement Cost Information (Unaudited) 

The accompanying financial statements are 
prepared on a historical cost basis. (See Note 
1, Summary of Significant Accounting Policies 
for conventions used.) The current replacement 
cost of inventories, property and equipment, 
in some cases, exceeds the historical cost due 
to inflation. If the impact of inflation was meas¬ 
ured by charging income, on a pro forma basis, 
for current replacement cost of inventories, 
property and equipment, income would be 
lower than reported. However, the impact of 
inflation on the Company has generally been 
offset by increased selling prices. 

Reference is made to the Company’s annual 
Form 10-K for additional information with re¬ 
spect to the estimated replacement cost of in¬ 
ventories, property and equipment at January 
1, 1977, and the related estimated effect of 
such costs on depreciation expense and cost of 
sales for the year then ended. 

13. Quarterly Results of Operations (Unaudited) 

The Company’s retail business, in common 
with retailers generally, is subject to seasonal 
influences, with the fourth quarter (which in¬ 
cludes Christmas) being the period of highest 
sales volume and the first quarter being the 
period of lowest sales volume. The Company’s 
earnings on an interim basis are affected by 
these seasonal factors disproportionately to 
sales because administrative and many oper¬ 
ating expenses remain relatively constant 
throughout the year. 


Net Sales . 

Income (loss) from continuing operations 

before income taxes. 

Provision for income taxes. 

Income (loss) from continuing operations . . 

Extraordinary credit . 

Net income (loss). 

Earnings per Common Share (A) 

Primary: 

Income (loss) from 

continuing operations . 

Extraordinary credit . 

Net income (loss). 

Fully-diluted net income (loss). 

Average common and equivalent 
shares (A) . 


Twelve 

Weeks 

Ended 

March 20, 1976 

Sixteen 

Weeks 

Ended 

July 10, 1976 

Twelve 

Weeks 

Ended 

October 2, 1976 

Thirteen 

Weeks 

Ended 

January 1, 1977 

$ 71,144 

(Thousands of dollars, except per share data) 
(Not covered by auditors’ report) 

$ 122,402 $ 86,676 

$ 125,420 

(2,063) 

2,787 

514 

4,870 

— 

360 

265 

2,475 

(2,063) 

2,427 

249 

2,395 

— 

360 

265 

2,475 

(2,063) 

2,787 

514 

4,870 


$ (.40) 

$ .45 

$ .05 

$ .45 

— 

.07 

.05 

.47 

(.40) 

.52 

.10 

.92 

(.40) 

.52 

.10 

.91 

5.216,477 

5,311,660 

5,327,717 

5,275,164 


(A) Earnings per Common Share, and average common and equivalent shares for the first half of 1976 
have been restated to reflect the retroactive adjustment for the 6% Common Share dividend 
distributed on September 15, 1976. 
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